Q (7): What are the steps of an investment cycle?? (Project Steps) 


There are 7 sequential steps for any investment cycle (7 sequential steps for any 
project) as follows: 


Step (1): Identify a suitable investment idea or investment opportunity. 
Step (2): Prepare a pre-feasibility study. 

Step (3): Prepare a comprehensive (detailed or integrated) feasibility study. 
Step (4): Project evaluation (ends by making a proper investment decision). 
Step (5): Project implementation. 

Step (6): Operating the firm (as we are having now an existing body). 

Step (7): Performance evaluation (as we are having now an existing body).. 


Q (8): What is meant by pre-feasibility study?? 


Pre-feasibility study is a quick study that comes before the comprehensive 
(detailed) feasibility study; it explains in general the framework of the project. 


It aims to discover any prohibitive constraints that could prevent us from 
establishing the project, this constraints could be legal, technical, political, .... 
it is considered to be an Intensive In depth Investigation of all prohibitive 
constraints). 


Remark (1): Pre-feasibility study gives the green light for preparing 
comprehensive feasibility study. 


Remark (2): Pre-feasibility study cost should be less than that cost of the 
comprehensive feasibility study. 


Remark (3): If the pre-feasibility study indicated at least one critical constraint 
then this step will be the end of investment cycle, as no more steps will be 
carried out. 


Q (9): What is the aim of the comprehensive (detailed or integrated) feasibility 
study? And what are its fundamental sections (aspects or functional studies)?? 


The aim of the comprehensive detailed integrated feasibility study is to study 
the project from different aspects, in order to generate some indicators that 
could be used in project evaluation for making proper investment long-run 
decisions. 


There are 4 fundamental sections (aspects or functional studies) of a 
comprehensive feasibility study as follows: 


- Investment climate and legal feasibility study. 


- Marketing feasibility study. 


- Technical feasibility study. 
- Financial feasibility study. 


Remark (1): There is no specific sequence in performing these studies, as this 
sequence differs from one project to another according to the nature of the 
project. 


Remark (2): There is no need for all functional studies in each project, so we 
should not generalize the functional feasibility studies for all projects. 


Investment climate and 
legal feasibility study 


Investment climate: 

We have to study the 
social community 
surrounding the project; 
governmental attitudes 
where the project is to be 
established, the traditions 
of the community, the 
general believes, political 
status, taxation and 
inflation rates, ... etc. 


Legal feasibility study: 
Refers to laws and 


regulations governing 
Investment, as well as 
investment disputes and 
Settlement of disputes. 
In Egypt, we have 2 laws: 
1. Inland trade law 
usually known as 
commercial law 
2. Investment law 
Remark: The main 
purpose of studying the 
investment climate and 
performing the legal 
feasibility study is to 
identify the laws under 
which the project will be 
established and _ other 
regulations related to 
investment. 


Marketing feasibility study 


Outcome: to assess the 
number of units that can be 
annually sold in the local 
market and abroad _ for 
certain time horizon and also 
to settle down unit selling 
price. 

It includes: 

1. Defining the market gap 
2. Defining the market 
share 

3. Determining 
pricing policies 


the 


Remarks: 

Market _ Gap: is 

difference between _ total 

demand and total supply. 
Total Demand > Total Supply 


Market Share: is the share of 
a certain project under study 
within the market gap in the 
same market. A low market 
share of a project could be 
due to other competing 
projects or due to 
importation activities of 
similar products. 


Pricing policies (techniques): 

1. Leader pricing policy 

2. Cost plus pricing policy 

3. Break even pricing policy 
(Total Cost = Total Rev.) 


4 Functional Feasibility Studies 


Technical feasibility study 


Its purposes: 
1. Selecting the best 


(optimal) location of the 
project 

. Determining the best 
(optimal) size of 
production 

3. Selecting the best 
(optimal) technology of 
production 


Remarks: 

1. Best (optimal) 
should: 
Minimizes all costs of 
transportation in relation 
to not just the finished 
goods to consumers’ 
markets but to minimize 
also costs of transporting, 
to the project, its raw 
materials, fuel, electricity 
or power, water, ... etc. 
Reduces all pollution 
hazards to a minimum 
level. 
Allows the project to get 
the benefits of all 
investment incentives as: 
Tax Free incentive or low 
tax rates incentive. 


location 


2. Best (optimal) production 
size should: 
* Be according to a long-run 
production plan. 


3. Best (optimal) production 
technology should include: 

* Soft Technology 

* Hard Technology 


Remark: 
Outcomes 
from 


legal, 


Marketing, 


and 
technical 
feasibility 
studies 
inputs to 
Financial 
feasibility 
Study 


are 


Q (10): What is meant by project evaluation? 

Is the use of that indicators generated by the feasibility study to make appropriate 
(proper) long-run investment decisions. Project Evaluation should be done by one 
person. 


Remark (1): To evaluate any project, we need to use methods of evaluation 
(indicators), these methods of evaluation (indicators) can be divided into 2 groups: 
Group (1): Traditional (conventional) methods of evaluation: ignoring the time value 
of money. 

Group (2): Modern (advanced) methods of evaluation: considering the time value of 
money. 

Remark (1): Regardless of the method/s of evaluation used, the project evaluation 
should end up by making a proper investment decision regarding the project. 

Remark (2): If a decision is to reject the project, investment cycle is terminated, but if 
the result of step (4) is to accept the project, investment cycle continues to step (5). 
Remark (3): Project Implementation is done in accordance with the project’s plan. 
Remark (4): Operating the Firm: an establishment is created and the term project is 
no longer applicable. The establishment can be in the form of a company, firm, 
organization, .... (an existing body). 

Remark (4): Performance evaluation: as this establishment (firm) is operating now for 
a time period of 1 year, by the end of this year we can evaluate its performance by 
assessing whether it reached its goals or not yet (assessing firm's outcomes in terms 
of its actual results in form of financial statements). 


Financial feasibility study 


1. The Financial feasibility study aims to: generate some indicators that could be 
used in project evaluation in order to make proper investment decisions. All 
outcomes from legal, technical and marketing functional feasibility studies are 
considered to be inputs to financial feasibility study. 

2. For any project there are 3 types of lives as follows: 

a. Project's legal life x 

b. Project's production life x 

c. Project's economical life: is the period in which the project produces perfect 
products that attain the highest profit (maximum rate of return) V 

3. Project's economical life is divided into 2 periods: 

a. First period that is called establishment period (Negative numbers from the 
biggest to the smallest). 

*Assume that the establishment period for a certain project is 4 years: 


Establishment period 
Items -4 -3 -2 -1 Total 
First year | Second year | Third year | Fourth year 


land 


building 


Remark: for ready operating projects, its establishment period = zero (Y,) 
*Assume that a certain project is ready for operation, where its initial 
investment = $9 millions 

Items Establishment period Yo 


Purchasing price for a ready for operation project 


(Initial investment cost) 9 


b. Second period that is called operating period (positive numbers from the 
smallest to the biggest). 

4. During establishment period we do the following: 

a. Paying investment costs (Investment cost schedule covers establishment period only). 
b. Providing investment finance (Debt service table - 5 Columns table). 


